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A g a i n s t  the backLromid c tlie c l i a r t  show, would l i k e  t o  

r e v i e w  a niimber of c o n s i d c r a t i o n s  tliat: :my a f r c c t  tiif Conun i t t ee ' s  clioice 

of l o n g e r - r i m  monetary  t a r g e t s .  

A s  c x p l a i n c d  i n  tlic! I3luchook. w c  b e l i e v e  t l ra t  t h e  marked s h o r t -  

f a l l  i n  Pl-Lq growtli i n  t t ie second q u a r t e r  r e l a t i v e  t o  our  mode l s '  p r e d i c t i o n s  

w i l l  n o t  pers i .sr  ovc'i- tile b a l a n c e  o f  t h e  yea r - - and  t l i a t  t he re  w i l l ,  i n  f a c t ,  

be  some minor  r f f o r t  by  t h e  p u b l i c  t o  r e b u i l d  e x c e s s i v e l y  d e p l e t e d  c a s h  

b a l a n c e s .  T l i i i s ,  d c s p i t e  no more t h a n  a h o u t  a 5 p e r c e n t  a n n u a l  r a t e  o f  

nominal  GNP grorhTth p r o j e c t e d  f o r  t h e  second h a l f  o f  t h i s  y e a r ,  w e  would 

a n t i c i p a t e  d e m ~ n d  f o r  na r row money t o  grow a t  a r a t h e r  f a s t e r  r a t e .  'This 

assumed b e h a v i o r  of money demand would make i t  p l a u s i b l e  f o r  the Coninlittee, 

i f  i t  wi shed ,  t o  r e t a i n  i t s  p r e s e n t  -3-112 . t o  6 p e r c e n t  r a n g e  f o r  M - L A  f o r  

1980.  or example ,  growtii i n  PI-u it a 7 t o  8 p e r c e n t  a n n u a l  r a t e  o v e r  

t h e  second h a l f  of t h e  y e a r  wo~i ld  be s u f f i c i e n t  t o  b r i n g  growth  f o r  t h e  

y e a r  1980 i n t o  tiic l o v c r  i i a l f  o f  t h e  p r e s e n t  l o n g e r - r u n  r a n g e  and might  

b e  accompl ished  wiLhout  e x t r e m e l y  l a r g e  f u r t h e r  changcs  o f  i n t e r e s t  r a t e s .  

T h e r e  a r e  two r i s k s  t o  sucli a course .  @ii t h e  o n e  s i d e  t h e r e  i s  

ail i n f l a t i o n a r y  r i s k .  We have assumed,  a s  I n o t e d ,  t h a t  tlie p u b l i c  w i l l  

n o t  con t in i i e  t o  s h i f t  away f rom c a s h  o v e r  the b a l a n c e  o f  t h e  yea r  a s  i t  

d i d  i n  tlie second q u a r t e r - - i n d e e d ,  t h a t  t h e  p u b l i c  w i l l  t r y  t o  make up 

a b i t  o f  the reccii t  casl i  s h o r t f a l l .  Slionld t h e  p u b l i c  c o n t i n u e ,  however ,  

t o  s h i f t  away f rom cash--somevliat  a s  t h e y  d i d  from 1974 t h r o u g h  mid-1977-- 

a t t e m p t s  t o  s i ipp ly  enough M - 1  t o  move t h a t  a g g r e g a t e  i n t o  i t s  l o n g e r -  

term r a n g e  would l e a d  t o  a vci-v s i i h s t a n t i a l  l o w e r i n g  o f  s h o r t - t e r m  market 



i n t e i - c s t  i - a t c s  f i -o i i i  p r e s e n t  l e v e l s .  p r o b a b l y  a i i c g a i i v e  re31 r a t e  o f  

i i iccrcst  o v c r  ilie b a l a n c e  of tlic y e a r  i n  s h o r t - t e r m  and p o s s i b l y  

a l s o  long- t c rn i  m a r k e t s ,  and e v i d e n c e  of  i n f l a t i o n a r y  growth o f  the  

a g g r e g a t e s  becoming more civiclent i n  v.Iie b c l i a v i o r  o f  1~1-2. 

I ~ o i i l d  n o t  want t o  exaggerage t h e  i n f l a t i o n a r y  r i s k  o f  a i l  

e f f o r t  t o  move 1.i-1 back  u p  i n t o  i t s  l o n g e r - t e r m  r a n g e .  T h e  odds  on a 

f u r t h e r  s i g n i f i c a n t  s h i f t  away from cash  over t h e  b a l a n c e  of L h i s  s e a r  

seem r e a s o n a b l y  s n w l l .  The s o - c a l l e d  s h i f t  i n  tiie second q i i a r t e r  r e p r e -  

sc: l ted t l i c  l a r p , c s t  q u a r i c r l y  !;lioi-tfal 1 sj .ncc 0111- e x p e r i c i l c c  w i t h  

s ~ i o r t f a l l s  begiiiiiin;; v i i l i  tile mid-':(?'s. i ~ i i d  o:i t i ia t  gruui id  a lo i i e ,  we 

m y  be  d e a l i n g  i n  good p a r t  w i t h  a n  a b e r r a t i o n ,  a t  l e a s t  i n  nlagni t i ide.  

li'hicli l e a d s  t o  tlic ' s econd  r i s k - - t i l e  d e f l a t i o n a r y  one. I f  t h e  

second q u a i - t e r  was  i n  p a r t  a b e r r a t i o n  and  the p u b l i c  s h o u l d  w i s h  t o  

r e c o n s t i t u t e  d e p l e t e d  c a s h  b a l a n c e s  a t  ' a  more a c c e l e r a t e d  pace  t h a n  

assiinicd. e f f o r t s  t o  c o n s t r a i n  growth t o  t h e  ass,imcd pace  would r a i s e  

i n i c r c s t  r a t e s  i i i  tlie s l io r t  riin by even more t l i a n  w e  liave p r o j e c t e d  a n d  

e x e r t  further dormward p r e s s u r e  on nominal  GNP. 

A b a l a n c i n g  o f  tlie r i s k s  inigh't s u g g e s t  t l i a t  t h e  r a n g e  f o r  

narrow money i n  1960 s h o ~ J l d  be l e f t  iinclianjicd, o r 7  p e r h a p s ,  reduced  a 

b i t .  But  d e c i s i o n s  a b o u t  1980 a l s o  need t o  t a k e  a c c o u n t  of tlie p r o s p e c t s  

f o r  1981. L a s t  y e a r  a t  t h i s  t ime  t l i e  Conmi t t ee  i n d i c a t e d  t h a t  i t  e x p e c t e d  

growtli i n  t h e  y e a r  aIiead--idiicli was t h e n  1980 o f  c o i i r s e - - t o  be w i t h i n  t l i e  

r a n g e s  a d o p t e d  f o r  t h e  c u r r e n t  y e a r ,  and  t h e n  added  a c a v e a t  a b o u t  e m e r g i n g  

economic c o n d i t i o n s  and  cl ianging d e p o s i t  m i x  f rom l e g i s l a t i v e  d e v e l o p m e n t s .  

T h i s  y e a r ,  I would assume t l iat  t l ie Committee x o u l d  wi sh  t o  c o n s i d e r  a 
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s i m i l a r  approach ,  o r  p o s s i b l y  s u g g e s t  t h a t  i.t might  s e e k  lower groT.Tth 

n e x t  yeai:,  vi t l iou t .  b e i n g  v.tzry s p e c i f i . c .  

l i i t l i c r  o i  t h c s c  two a p p r o a c h e s  r a i s e s  a problem,  tllougii, and  

t h e  p rob lem would b e  compoundc.d i f  t h e  1980 ran;;e f o r  tile narroxq a g g r e g a i e s  

were lol , iered.  T h e  problem r e l a t e s  t o  t h e  f a i r l y  l a r g e  a l m o s t  11-112 p e r -  

c e n t  r ise  i n  nominal  GNP t h a t  i s  c u r r e n t l y  p ro jecLed  f o r  1981 ,  g i v e n  t h e  

t a x  ciit t h a t  we have  assumed. I f  t h e  Committee wished  t o  & s u c h  a r i s e  

i n  nomina l  GNP, and i f  nar row moucy growth were k e p t  a t  a round  tile m i d p o i n t  

o f  t l ic p r e s e n t  r a n g e ,  i t  would r e q u i r e  a s  noLed i n  tiie n l r iebook,  a r i s e  i n  

tlic income v e l o c i t y  o f  l iarrow money a t  a r a t e  t h a t  h a s  n o t  been s e e n  f o r  

a c a l e n d a r  y e a r  s i n c e  1955 or on a 4 - q u a r t e r  b a s i s ,  s i n c e  t h e  f i r s t  f o u r  

q u a r t e r s  of t h e  1975 r e c o v c r y .  O u r  model would s u g g e s t  t h a t ,  even  g i v e n  

tlie r i s e  of i n t e r c s t  r a t e s  we h a v e  p r o j e c t e d ,  na r row money growth  s h o u l d  

b e  a b o u t  3 p e r c e n t a g e  p o i n t s  l i i g i i e r ,  and growth  o f  income v e l o c i t y  

c o r r e s p o n d i n g l y  l ove r ,  t o  f i n a n c e  a n  11 -1 /2  p e r c e n t  GI'TP g rowth .  O f  c o u r s e ,  

t h e  model i s  n e t  t o  be  t a k e n  l i t e r a l l v ,  and i t  may w e l l  b e  u n d e r e s t i m a t i n g  

tlie degi-ec t o  wliicli tiie p i i b l i c  v a i i t s  t o  economize on c a s h  a t  t h e  presumed 

h i g h  l e v e l  of i n t e r e s t  r a t e s ,  g i v e n  tlie i t i c r e a s e d  and i n c r e a s i n g  s o p h i s t i -  

c a t i o n  o f  savers  and  t h e  ready a v a i l a b i l i t y  o f  money s i t h s t i t u t e s .  S t i l l  

there  s e m a i n s  t h e  n o n - t r i v i a l  c h a n c e  t h a t  even t h e  u p p e r  end of t h e  p r e s e n t  

l o n g e r - r u n  r a n g e s  i o r  PI-1A o r  t l - 1 G  would n o t  be  s u f f i c i e n t  t o  f i n a n c e  GNP 

growth i n  t h e  ll-lj"2 p e r c e n t  a r e a  n e x t  y e a r .  

T h e r e  may n o t  be s o  much o f  a problem f o r  Pl-2, though.  The pro-  

j e c t e d  gr.owtIi o f  income v e l o c i t y  o f  PI-2 i n  1981 i s  more w i t h i n  tiie a d m i t t e d l y  

w i d e  range o f  i t s  h i s t o r i c a l  e x p e r i e n c e .  A p a r t  from t h a t ,  measured  El-2 



i ics t  y c n r  w i l  1 n o t  be a f f e c t c d  by  i n t r o d u c t i o n  o f  na t ionwide  NO\< accou l l t s ,  

.?s v i11 .  m a s u r c d  ?l-U a n d  N-113. l i o i ~ e v c r ,  even w i t h  tliis a g g r e g a t e ,  t h e r e  

seems t o  l)c l i t t l e ,  i f  any,  scope f o r  r e d u c i n g  tlie r a n g e  nex t  y e a r ,  We 

1,ioul.d p r o j e c t  growth i.n bo th  El-? a n d  >I-3 t o  b e  near  the upper l i m i t s  o f  

the i r  p r c s c n t  r anges  i.n 1981 a s  r ecove ry  o f  income g e n e r a t e s  more s a v i n g  

and i n c r c a s f d  c r e d i t  demands cause  banks and t l i i - i f t  i n s t i t u t i o n s  t o  b i d  

a c t i v e l y  f o r  t h o s e  funds.  Thus,  i t  may be d i f f i c i i l t  t o  a c h i e v e  a r e d u c t i o n  

i n  money g rov t l i  r a t e s  even i f  t l ie Committee s h i f t e d  i t s  empliasis r1:om 1 . i -1~  

o r  PI-113 t o  P1-2. 

In s u m ,  i t  would appea r  t ha t  the most p romis ing  p r a c t i c a l  c h o i c e s  

b e f o r e  tlie Cornnittee a r e :  

_ _  w i t h  r e s p e c t  t o  the money s u p p l y  r a n g e s  f o r  1980, e i t h e r  

( a )  l e a v e  them iinciianged, though p e r h a p s  i n d i c a t i n g  t h a t  

t h e  narrow money measures may b e  i n  tl1.e lower p a r t  of t h e  

r a n g e s ,  o r  (b) lower the r a n g e s  ' f o r  W l A  and p o s s i b l y  

a l s o  1~1-1B,perhaps on ly  t h e  bottom ends  o f  t i i f  r a n g e s ,  t o  

s u g g e s t  t h e  . p o s s i b i l i t y  t h a t  t he  C o n m i i t t e e  would n o t  s e e k  

v e r y  s h a r p  a c c e l e r a t i o n  o f  money growth ove r  t h e  b a l a n c e  

of tliis y e a r .  

;1 widen ing  o f  t l ie r ange ,  o r  t o  a c h i e v e  a n a t r o w i n g ,  t h i s  

r ~ o i ~ l d  i n c r e a s e  t he  r i s k  t h a t  growth i n  1981 might be above 

t h e  upper  l i m i t  of  t h e  1980 range.  

if t h e  t o p  o f  t l ie r a n g e  were lowered t o  a v o i d  

_ _  v i t h  r e s p e c t  t o  the money supp ly  r a n g e s  f o r  1981, e i t h e r  

( a )  i n d i c a t e  t h a t  growth would be  e s p e c t e d  t o  be w i t h i n  the 

r a n g e s  e s t a b l i s h e d  f o r  1980, o r  (b)  s u g g e s t  t h a t  f u r t h e r  
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p r o g r e s s  in l ower ing  growth i s  expect  ed ,  wit l iout  b e i n g  

s p c c i f i c  3 s  t o  growth r a t e s  o r  gvowtli ranges  a t  th i s  p o i n t ,  

w h i l e  n o t i n g  t l i a t  t he  d c g r e e  o f  p r o g r e s s  depcuds  on eco!iumic 

c i r cums tances  and t h a t  i n  any even t  i n t e r p r e t a t i o n s  o f  t h e  

a g g r e g a t e s  w i l l  be  a f f e c t e d  by t he  impact of i n t r o d u c t i o n  

of  na t ionwide  NOW a c c o u n t s  and f u r t h e r  development of such 

never inves tmen t  o u t l e t s  a s  money market funds .  

w i t h  r e s p e c t  t o  bank c r e d i t ,  t l i a t  would a p p e a r  t o  be  t h e  

c l c a r e s t  c a n d i d a t e  f o r  some range  r e d u c t i o n  i n  1980;  a 

r e d u c t i o n  t o  a 5 t o  8 p c r c c n c  r ange  m i g h t  mean t h a t  the 

r ange  would n o t  need t o  b e  r a i s e d  i n  1951 a s  c r e d i t  demands 

i n c r e a s e  i n  l i n e  w i t h  economic r ecove ry .  




